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he baby boom generatlon-—the roughly 76

1964—has been reshapmg American society
for five decades. From jamming the nation’s
schools in the 1950s and 1960s, to crowding
- labor markets and housing markets in the
1970s and 1980s, to affecting consumptibn patterns almost con-
tinuously, boomers have altered econonilic patterns and institu-
tions at each stage of their lives. Now that the leading edge of
the generation has turned 50, the impending collision between
the boomers and the nation’s rétirement system is naturally
catching the eye of policymakers and the boomers themselves.
Retirement income security in the Umted States has tradi-
tionally been based on the so-called three-legged stool: Social
Security, private pensions, and other} personal saving. Since
World War II the system has served the/elderly well: the pover-

- ty rate among elderly households fell from 35 percent in 1959

to 11 percent in 1995. -l
But the future is uncertain. Partly/because of the demo-

graphic bulge created by the baby boomers, Social Security

faces a long-term imbalance. The solu:tion, even if it involves
privatization, must in some way cut benefits or raise taxes. The
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private pension system has changed dramatically in ways that
give workers increased discretion over participation, contribu-~
tion, and investment decisions and easier access to pension funds
before retirement—thus raising questions about how well
future pensions can help finance retirement. Personal saving,
also problematic, has remained anemic for over a decade. Net
personal saving other than pensions has virtually disappeared.

These developments would be enough to raise concern
about retirement preparations under the best of circumstances.
But the prospect of a huge generation edging unprepared
toward retirement raises worrisome questions about the living -
standards of the baby boomers in retirement, the concomitant
pressure on government policies, and the stability of the .
nation’s retirement system. ‘

Are the baby boomers making adequate preparations for
retirement? In part, the answer depends on what is meant by
“adequate.” One definition is to have enough resources to
maintain preretirement living standards in retirement. A rule
of thumb often used by financial planners is that retirees
should be able to meet this goal by replacing 60-80 percent of
preretirement income. Retired households can maintain their
preretirement standard of living with less income because they
have more leisure time, fewer household members, and lower
expenses. Taxes are lower because retirees escape payroll taxes
and the income tax is"progressive. And mortgages have, for the
most part, been paid off. On the other hand, older households



may face higher and more uncertain medical expenses, even
though they are covered by Medicare.

From a public policy perspective, assuring that retirees
maintain 100 percent of preretirement living standards may be
overly ambitious. But should policymakers aim to ensure that
they maintain 90 percent of their living standards? Or that
they stay out of poverty? Or use some other criterion?
Retirement planning takes time, and these issues need to be
addressed sooner rather than later.  °

A second big question is how to measure how well baby
- boomers are preparing for retirement. Studies that focus only

on personal saving put aside for retirement yield bleak conclu-~

sions. One found that in 1991 the median household headed
by a 65-69 year old had financial assets of only $14,000. But
expanding the measure to |

include Social Security, pen- )
sions, housing, and other
wealth boosts median
wealth to about.
$270,000.

A third issue—cru-
cial but as yet little
explored—is which
baby boomers are not
providing adequately
for retirement and how
big the gap is between
what they have and
what they should have.
Some boomers are
doing extremely well, others quite poorly Summary averages
for an entire generation may not be useful as descrlptlons of
the problem or as suggestions for policy.

The uncertain prospects for the baby boomers in retire-
ment are particularly troubling because, as a society, we as yet
understand little about the dynamics ‘of retirement. Only one
or two generations of Americans have had lengthy retire-
ments, and the crucial retirement issues—health care, asset
markets, Social Security, life span—keep changing rapidly,
making long-term predictions even harder.

"How Well Are the Boomers Doing?
Interpreting the Evidence

nly a few studies have examined how well the
O boomers are preparing for retirement. The
Congressional Budget Office recently compared

households aged 25-44 in 1989 (roughly the boomer
cohort) with households the samé age in 1962. Boomer

houscholds, it turned out, had more real income and a high-

er ratio of wealth to income than_’ the earlier generation.
Though this finding seems promising, in fact the CBO study
implies that baby boomers are going to do well in retirement
only if (i) the current generation of elderly is thought to be
doing well, (ii) the retirement needs of the two generations
are the same, (iii) the experience fr%)m middle age to retire-
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ment is the same for both, and (iv) boomers will be content
to do as well in retirement as today’s retirees. None of these
is certain. For example, although today’s elderly are ‘generally
thought to be doing well, some 18 percent were living below
125 percent of the poverty line in 1995. And the boomers’
longer life expectancy means that they will need greater
wealth for retirement.

Whether the boomers and the previous generation will have
similar experiences from middle age to retirement is an open—
and still evolving—question. The earlier generation benefited
from the growth of Social Security and housing values in the
1970s. But the boomers have gained from the dramatic rise in
the stock market since the early 1980s, from smaller household
size, whlch reduces living expenses, and from higher employ-
_ment rates for women, which
"will raise their pension cover-
age. In addition, boomers are
s more likely to
be in white-col-
lar work and so
should expect
earnings to peak later in life
and be able to work longer
if they wish.

Finally, boomers
may not be con-
~ tent with the liv-
ing standard of
today’s retirees.
They may aim
instead for retirement living standards more coniparable to
those of their own working years. For all these reasons, how
to inter-pret CBO finding is unclear, even if the finding
itself is unambiguous.

The most comprehensive study of these issues was under-

taken by Stanford’s Douglas Bernheim in conjunction with

‘Merrill Lynch. Bernheim developed an elaborate computer

model that simulates households’ optimal saving and con-
sumption choices over time, as a function of family size, earn-
ings patterns, age, Social Security, pensions, and other factors.
He then compared households’ actual saving with what the
simulations indicated they should be saving. His primary
finding, summarized in a “baby boomer retirement index,” is
that boomers are saving only about a third of what they need
to maintain preretirement living standards in retirement.

The index has attracted much attention but is not well
understood. It does not measure the adequacy of saving by
the ratio of total retirement resources (Social Security, pen-
sions, and other assets) to total retirement needs (the wealth
necessary on the eve of retirement to maintain preretirement
living standards). Instead, it examines the ratio of “other
assets” to the part of total needs not covered by Social
Security and pensions.

As a-result, the index reveals little about the overall ade-
quacy of retirement preparations (see table 1). In case A, a
hypothetical household needs to accumulate 100 units of
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wealth. It is on course to generate 61 -
in Social Security, 30 in pensions, and -
3 in other assets. Total retirement resources are projected to
be 94 percent of what is needed to maintain living standards.
But according to, the boomer index, the household is saving
only 33 percent of what it needs. ?

Thus, a baby boonier index standmg at one-third does ot
imply that, absent changes in saving behavior, boomers’
retirement living standards will be one-third their current
living standard. It could mean that (as in case B), or it could
mean ret1rement living standards will be 60 percent of cur-
rent living standards {case C), or 94 percent (case A), or even
over 99 percent (if Social Security and pensions were 99 and
other saving were 0.33). . ; ,

A second problem is that changes fin the boomer index
over time, or differences across groups,?do not correspond to
changes or differences in the adequacy of overall retirement
saving. If, as in case D, the household in A rolls over its pension

into an IR A, the boomer index soars, though total retirement

resources are unchanged. If, as in case E, household A rolls
over half of its pension into other assets and spends the rest on
a vacation, the household has a higher boomer index, but less
adequate total retirement preparation. ‘

Finally, the boomer index can be extremely sensitive to
estimates of retirement needs. In case F, retirement needs are
5 percent lower than in A, and the index rises from 33 per-
cent to 75 percent. In case G, retirement needs are 7 percent
lower than in A, and the index rises to' 150 percent.

Bernheim points out that his model understates the retire-
ment saving problem. The wealth meas:ure, he notes, includes
assets the household has earmarked for retirement as well as
half of other (nonhousing) wealth. The model also assumes
no cuts in future Social Security benefits, no increases in
Social Security taxes, and no increase in life span.

But in other ways the model overstates the problem. It

~ assumes that any man not covered by a pension at the time of

the survey, when respondents are 35-45 years old, will never
be covered, though pension coverage rates tend to rise a
good bit as a worker ages. The model also likely understates

A 61" 1000

B 0 ” . 100 ¢

c .20 o000
D 61, . Fo1000
E 61 % 100
F 61 L9

G 61’ ; 93
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pension benefits since it uses benefit
data from the 1970s. Because the
pension system grew rapidly from the 1940s to the 1970s,
workers retiring in the 1970s likely had fewer years in the
pension system and hence lower benefits than the boomers
will upon retiring. ‘

The model excludes all housing wealth and inheritances—
no small matter, since, by Bernheim’s calculation, including
housing would raise the index to 70 percent, and a fair propor-
tion of boomers is likely to receive substantial inheritances.

The model assumes that people will retire at age 65,
though the normal Social Security retirement age will be
66 for most boomers, 67 for the youngest. The model also
excludes all earnings after “retirement,” though about 18
percent of the income of the elderly today is from working.
And with partial retirement on the increase, retired
boomers may work even more regardless of the adequacy
of saving.

Finally, the model makes no allowance for retirees’ lower
work-related expenses or lower expenses for mortgages or
other durable goods—such as furniture, appliances, and cars.
Whether all these biases are larger or smaller than those in
the opposite direction noted by Bernheim is unclear.
Measuring and including these items is an important area for
further rescarch.

A New Perspective
undamental questions about retirement saving remain
not only unanswered, but unasked. What proportion of
households is saving adequately for retirement? What
are the characteristics of those households? How has the pro-
portion changed over time? Among those not saving enough,
how big is the problem?

Table 2 begins to answer such questions by presenting my
own estimates of the proportion of married households, with
the husband working, who are “on track” toward accumulating
enough wealth for retirement. The measure of “on track” is
based on calculations in a study by Bernheim and John Kal
Scholz, of the University of Wisconsin, that determines how

‘ much a household needs to have
saved by a given age, given its earn-
ings, prospective Social Security
benefits, pension status, family size
and other characteristics. (That study
uses the Bernheim model described
above, so the data suffer from all the
biases already mentioned. Another
bias here is that the sample includes
only married couples where the

.33 - - . husband works full time. Other mar-

iag 7] ried couples and singles are likely to
. 85 .| -be faring worse.)

f;g o When housing equity is not

counted, slightly less than half of all
households—and about the same
share of all boomers—were saving

150,
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Allhouseholds”

: . . 1983 .44 -1 - 66
‘ 1986 53 1 71
1989 = 43 . 63
192 . 47 61
' Bahy boomer o
households” ‘ L o
: 1989 48" L 67 .

1992[ L 4g Af. 63
. !' '

K
f

‘Saurce Author s calculations. from the Survey of Consumer Fmances
. *Husband is aged 25-64 and works at least 20-hb(rs

- j’ Husband was born between 1948 and 1964 and»works at least 20 hours.a week

Thus, the glass can be viewed as half full
or half empty. When housing equity is
ignored, the typical household seems to be
barely saving adequately or just missing.
When housing is included, over two-thirds

- of households appear to have more than
the minimum needed, given their age and
other factors. Roughly speaking, a third of
the sample is doing well by any measure, a

- third is doing poorly by any measure, and
76 the middle third is (or may be) just hang-

8 ing in there. Both of the following state-
;g ments are equally true. Up to two-thirds of
the households are now saving at least as
‘much as they should be. And two-thirds
are “at risk” in that any deterioration in
3 their situation could make it impossible for
" © ] them to maintain their living standards in

retirement.
In short, two key factors matter tremen-
dously to any characterization of the prob-

across households and uncertainty concern-
i ] ing the right measures of wealth to use.

adequately in 1992. When half (all) of };musing equity is count-

ed, the adequacy rate climbs to 61 pcr'cent {70 percent).

-Adequacy rates rise with educatxon and income. Within the
baby boom generation, adequacy rates generally decline
somewhat with age. They are higher for boomers with pen-
sions than for those without, either} because pensions raise
households” overall wealth or because people more oriented
toward saving and thinking about retirement are also more
Tlikely to have jobs with pensions. |

High adequacy rates do not neceséarily require high levels
of saving. For example, suppose annual retirement needs are 75
percent of final earnings. According to the Social Security
Administration, Social Security benefits replace about 46 per-
cent of final earnings for the average 'worker earning $50,000
at retirement. (Note that in this’ example Social Security
replaces 61 percent—46/75—of total retirement needs, as in
case A in table 1. The percentage would be higher for workers
with lower earnings.) With pensions typically replacing 25-30
percent of final earnings, a household with Social Security and
a pension would not need much more saving to maintain ade-
quate living standards, especially if the household can work for
a time in retirement or expects to receive bequests.

As table 3 shows, the wealth shortfall among households
that are not saving adequately (ignoring all housing equity) is
relatively small for many. The median inadequate saver has a
shortfall of $22,000, or about six months of earnings—a prob-
lem that could be solved. either by postponing retirement for
six months or by lowering retirement living standards a little.
Even among 60-64 year olds, the mechan inadequate saver
could completely resolve his or her : savmg shortfall by work—
ing for two more years past age 65.

8

Arecas of Uncertainty

he boomers’ prospects are also complicated by uncer-

‘tainty in other areas: retirement patterns, life spans,

home values, asset markets, health care costs, and the
economy itself. ' ‘.

Average age at retirement, which fell through the 20th cen-

tury for men, may start rising regardless of the adequacy of

< '0 73A

! ) 133,50 E ‘ 0,82
50-54" .. 65100 " 1325
55-59 * . 51,800 1.47
60-64. 75470 217
Allhouseholds 22,480 0.52
*Baby boomer o
* 13,480 0.38

" housgholds

Source: Author's calculations based on the 19?2 Survey of Consumer Finances.

*The sample is households not saving adequately for retirement when
housing equity is not included. ’
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. career jobs. Nearly half remain in

" in the past two decades and are

‘ing be counted as part of

saving. Many of today’s jobs do not
depend on “brawn” and can thus be
done by older people. The normal
Social Security retirement age will
rise to 66 by 2009 and 67 by 2027
even if no further changes are made
in Social Security.

Partial retirement may matter as
well. Many retirees cut back on
work gradually rather than abrupt-
ly. According to a study by econo-
mist Christopher Ruhm, only 36
percent of household heads retire
immediately at the end of their

if the boomers accumulate what

seem to be sufficient retirement

funds, they will, loosely speaking,

all want to cash in those funds

at roughly the same time. That

could mean massive sell-offs of
stocks and bonds that could

depress asset prices. Conceivably

asset prices could fall sharply,

but since markets are forward

looking, asset prices may instead

be stagnant for a long period.

Finally, the evolution of health

care costs and of the economy as a

whole could have a major impact

on . the adequacy of retirement -
preparations.

the labor force for at least five
years. Of workers eligible for a
pension, 47 percent continue to
work after leaving their career job.
If people continue to work even
after retirement, they will be better
able to support living standards in

What's in Store?
he retirement prospects for
the baby boomers are
uncertaifn. One issue is
retirement. what policymakers and boomers
A related uncertainty involves :
life span. Expected remaining life
spans of 65 year-olds have grown

themselves will accept as a reason-
able goal for retirement living.
More thought needs to be given
as to how to assess living standards
when, as a matter of biology,
retirees face declining health.
In addition, they typically have
more leisure time agd can liter-
ally substitute time for money.
A second source of uncer-
tainty is the boomers
themselves. Whatever
imponderables  the
economy as a whole
may  offer, baby
boomers can improve
their retirement pros-
pects by saving more—
that 'is, by reducing
their current living

projected to grow further. Living
longer means having to stretch a
given amount of money over a
longer period.

Uncertainty regarding home
equity is twofold. First, how
will housing prices evolve?
Both demographic pressures
and the reduction in tax
rates in the 1980s may
reduce the long-term walue
of housing. And, second,
regardless of housing values,
to what extent should hous-

household wealth? In ( »

recent decades, the elderly hanglng ln there standards.
have been reluctant to cash What can government do?
in their housing equity. ' First, keep the fiscal house in
But baby boomers have been wﬂlmg to extract housing order by reducing the long-term budget deficit in ways
equity and were major recipients of home equity lending  that do not reduce private saving. Second, the government
booms in the 1980s and 1990s. It remdins to be seen could provide, or encourage others to provide, financial
whcther the boomers in ret1rement will act more like education to workers and households on how much they
themselves in eatlier years or like lcurrent retirees. In any  need to save. Third, the government should encourage
case, a household with low financial assets that lives in a  people to use the many saving incentives already in place.
$300,000 house and refuses to dip into housing equity  Fourth, judicious Social Security and pension reform,

i

may not be considered a pressing soc1al concern. especially pension reform that raises pension coverage,
- Asset markets too are uncertain. Equity values cannot could help resolve these problems and raise private saving
continue to grow as rapidly as they did in 1996. And even  at the same time. : ) |
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“indemnity insurance program

PREPARING FOR THE BABY BOOMERS

f

panels of providers and some
management of care. Medicare |
remnains largely an unmanaged

paying discounted prices to
virtually any licensed provider
who chooses to participate,
The two systems require differ-
ent institutional infrastructures
to support them, and as they
continue to diycrge, unneces-
sary complexity and inefficien-
cies will develop.

Medicare’s glaring inade-
quacies represent a third, and
probably the most compelling,
reason for fundamental reform.
The standard benefit package
offered - through employer-

sponsored insurance, other public programs, and even many

individual policies is far more generous than that of fee-for-ser-
vice Medicare. Medicare does not cover most outpatient pre-
scription drugs, has no catastrophic protection, and covers few
preventive services. As a result, about'70 percent of participants
supplement Medicare with employet-sponsored retiree wrap-
around policies or individual Medigap insurance. To protect
low-income Medicare participants without such policies from
large out-of-pocket costs, the government has created a
Medicaid safety net. But the safety net is inefficient, inequitable,
and inadequate. It saddles states with a cost that should be borne
in Washington and does litle for tmany whose incomes are
above its eligibility thresholds but too modest to bear, without
severe strain, the costs of the services that Medicare covers only
partially or not at all. o '
The problems faced by low- and ‘moderate-income partici-
pants are likely to get worse unless Medicare is reformed fun-
damentally. Employers will continue to pare back or drop their
supplementary policies for retired workers. Medigap premiums
will grow rapidly as Medicare HMOs draw healthier-than-

i
|
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average participants out of the
Medigap insurance pool.
Pressure will mount to extend
the safety net to more low-
and moderate-income partici-
pants, thus making the system
of protection for the elderly

- and disabled even more com-
plex and inefficient. And undil
Medicare is restructured, its
inadequate benefit package
will be hard to improve.

What Are the’
Options?
Academics, policy analysts, and
policymakers have proposed
numerous approaches for
restructuring Medicare that
they believe can both enhance the protection it provides and
save public resources. All would impose a tighter budget con-
straint on Medicare spending. They differ, however, as to how
strong that constraint would be and how it would be enforced.
One approach would privatize Medicare by requiring
workers to contribute a fraction of their earnings to special
tax-advantaged accounts that they would use to buy health
insurance when they retire. The retiree insurance market would
be regulated to assure that policies were available, affordable,
and renewable. Advocates argue that contributions to the spe-
cial accounts could be lower than the payroll tax needed to
support the existing Medicare program—or that the benefits
could be more generous—because the money in' the accounts
would earn a high return. They also believe that people would
purchase insurance prudently, buying neither too much nor
too little, because they would be spending their own money.
A privatized system, however, would pose real risk for those
with low earnings or long life spans whose accounts could not
buy adequate insurance. Conceivably, an entire age cohort could
find itself at risk if, shortly before it retired, expensive new med-

25
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ical technologles were developed, infla- THE AG'NG oF AMERICA plans through competitive bidding, an

tion jumped unexpectedly, or the value

of the financial assets held by the acgounts dropped sharply. If
Medicare were privatized, it would cease to be a federal budget
problem, but public spending on health-related safety net pro-
grams would probably have to be expanded.

A second possibility would be to convert Medicare into
catastrophic insurance. The deductible could be set high—say,
$2,500 a year. The benefit packagé could be expanded to
include services, such as outpatient drugs, that could count
toward the deductible. Advocates- argue that this approach
would hold down costs because people would try to econo-
mize on medical spending below the deductible. Above that
amount, where much of health spending takes place, risk
would be borne by the catastrophic plan, and neither partici-
pants nor providers would have any, incentive to economize.
Many participants would want to buy supplementary policies
to cover the catastrophic plan’s deductible as well as certain

uncovered services. If supplementary policies were permitted, -

they would emasculate the demand-reducing impact of the
high deductible just as Medigap-type policies now undermine
the restraining effect of Medicare cost-sharing. Without sup-

plementary insurance, more of the costs of medical care would-

be borne by the sick and less by the healthy.

A third option is to transform Medicare into a defined-
contribution program and give éach participant a fixed
amount with which to buy coverage from an approved plan
operating in a regulated market.The$e payments, which could
be given to the participant as a voucher or paid ditectly to the
plan he or she chooses, would be risk-adjusted and might vary
to reflect geographic cost differences as well. There would be
no mandated benefit package, and plans whose costs exceeded
the federal payment level would be free to charge supplemen-
tary premiums. If the plan’s costs were less than the federal
payment, the participant would receive a full or partial rebate.
An accurate mechanism to risk-adjust Medicare’s payments to
plans, which does not now exist, would be crucial because
without a common benefit package disproportionate numbers
of relatively healthy participants may choose plans with limit-
ed benefits and, therefore, low premiums.

Under a defined-contribution system, the government
would have an enforceable budget constraint because it would
set the payment levels. Advocates believe that costs would be
held down by competition between plans and by participants’
strong incentive to join plans that provide quality services at
reasonable prices. If health care,costs grew faster than
Medicare’s payments per beneficiary, participants would ulti-
mately be hit by a diminished quahty of care, reduced services,
or increased supplementary premiums.

Premium support, a fourth approach, resembles the
defined-contribution option exceptithat all plans would have
to provide the same core benefit package, which would be
more comprehensive than that now!' provided by Medicare. A
common benefit package would make it easier for participants
to compare plans and for the government to risk-adjust its
payments to the plans. Medicarec%)uld set payments to the

26

option unavailable in the defined-con-
tribution system, which has no common product. The pay-
ment in each market area could be set at the median bid. As
long as the premium support amount was at least as large as
the median bid, low-income participants would have a reason-
able choice of plans. At first, only plans willing to accept the
premium support amount as full payment could participate.
Over time, this rule could be relaxed and plans with higher

‘bids could be allowed to charge supplemental premiums for

the basic benefit package, unless the practice badly divided
participants by income or health status.,

Under both the defined-contribution and premium sup-
port systems, a range of plan types—HMOs, preferred
provider organizations, provider-sponsored organizations, and
fee-for-service insurance—would be available, and the tradi-
tional fee-for-service Medicare option would be phased out.

Although no one in the Medicare debate has suggested
such an approach, Medicare could also be nationalized—trans-
formed into a National Health Service for the elderly and dis-
abled. Medicare could contract with a limited number of pri-
vate providers for needed services or employ its own
providers, as the Veterans Administration does. Such a system
could offer more complete coverage than Medicare does now.
The budget constraint could be as strong as it is with the
Veterans Administration system.

The alternative to fundamental restructuring is incremental
reform. It would hold down federal costs by raising Part B pre-
miums, restraining the growth of payments to providers, and
increasing costs to participants through higher deductibles and
increased coinsurance rates. Those latter costs, however, would
be picked up by supplemental insurance, whose premiums
would go up, thus raising costs to participants indirectly. A
more straightforward and efficient approach would be simply
to raise Medicare premiums. Incremental proposals would also
reduce payments to Medicare HMOs—now set at 95 percent
of the cost of fee-for-service Medicare. Incremental reform
would leave unchanged the basic structure of the existing sys-
tern—as well as all its problems. Some of the system’s perceived
advantages, such as the fieedom to select one’s own providers
and to access any available procedure, may erode as payments to
hospitals and physicians are continually ratcheted down. ‘

Choosing among the Options

Political feasibility pretty clearly rules out the extremes—both
pure privatization: and nationalization. Catastrophic coverage
would also be a tough sell because the vast majority of elderly
seem to prefer health insurance that covers the cost of even rou-
tine, budgetable care. The incremental approach undoubtedly 1s
the most politically feasible option now. But as time passes,
workers and their dependents, whose taxes pay for most of
Medicare’s costs, may begin to wonder why Medicare partici-
pants continue to have expensive unrestrained access to providers
and services when their own employer-sponsored coverage
restricts their choice of providers and their access to certain
expensive procedures. If a premium support system made

THE BROOKINGS REVIEW
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insurance with respect to both limits and
benefit adequacy, political support er it might grow.
Of all the alternatives, the premium support approach proba-

bly holds the most promise for restraining costs because it would -

both encourage competition among plans and use the most
decentralized mechanism—competit?:ive bidding by plans—to set
the government’s contributions to the plans. Both the premium
support and defined-contribution approaches would be better
than the incremental approach at weedmg out unscrupulous
providers and providing care most eﬂiaendy because, in both, the
tough decisions would be made by health plans responding to
market forces rather than government adnnmstrators whose flex-
ibility would be curbed by polit- g

ical considerations.

A system of premi-
um supports also holds
the most promise for
improving Medicare’s
benefit package. The
package established
through the political
process would no
doubt be similar to those of employer-sponsored plans.
Because the defined-contribution approach has no set benefit
package, its average benefit package could gradually deterio-
rate as plans competed with one another for participants. Cost
considerations would continue to make benefit expansion
problematic under the incremental approach.

When Should Structural Reform Begin?
The sooner the nation begins restructurmg Medicare, the more
options policymakers will have aIQd the less wrenching the
changes will be. Conditions for restructuring are favorable on a
number of fronts. :

. The economy is strong and can accommodate relatively
painlessly the unavoidable dislocajtions arising from a major
-program restructuring. Demographic conditions are also
favorable. The next decade will sfee a lull before the demo-
graphic storm breaks as the first of the baby boom generation
turns 65 in 2011. The population aged 65 and over is project-
ed to grow only 0.9 percent a yedr during the next decade—
less than it did during the previoug decade and much less than
it will in the decade after 2007. This will give any new institu-
tional structures created as part of Medicare reform time to
become established before the boomers begin to turn 65.

Health market conditions too ‘are conducive for Medicare -

restructuring, Providers, particulajrly hospitals and physicians,
are in excess supply. As employer-sponsored plans have con-
strained their payments to prov1ders Medicare payments have
become relatively generous. Medxcare hospital margins—esti-
mated at 12.7 percent for 1997—are higher than they have
been in over a decade. Introdua‘ng structural reforms while
market conditions are good will be unlikely, even with the
inevitable slips and stumbles, to restrict access or compromise
the quality of care received by Medicare participants. .
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Even political conditions are rela
tively favorable. The president is 2 lam
duck. While he may be concerned about what Medicar
reform may do to the fortunes of his party, he does not have ¢
worry about his own reelection. In 2001, 2 new president wi
be facing reelection in 2004, when about 45 percent of th
voters will be 50 and older. With Congress controlled by th
Republicans and the White House in Democratic hands, an
reform legislation enacted now will bear the fingerprints ¢
both political parties. That won’t make reaching an agreemer
any easier, but it does reduce the chances of demagoguery o
the issue in the next election or of policy reversal if one part
should control both Congress and the White House.

- If restructuring were to start i
1997, how fast should it proceed
Prudence is a virtue in deal
ing with a program as vit
to millions of vulnes
able people ¢

Medicare, but th

pace preferred b

the Clinton ad

ministration ris}
paralysis. The Health Care Financing Administration (HCF/
wants to demonstrate, test, and evaluate reform alternatives. Bt
the answers to many of the important questions that HCFA
examining will never be clear from experiments and demonstr:
tions that are not systemwide. Opponents of change will use th
ambiguity of the results to forestall reforms. Current Medica:
providers and participants will have reason to dig in their hee
because one of the chief forces driving restructuring is the nee
to reduce the spending from which both benefit.

When the Republican majority in the 104th Congre
passed the Balanced Budget Act of 1995, it showed a willing
ness to move rapidly on fundamental Medicare restructurin,
It erred, however, in rigidly specifying the details of the futu:
program and implementing them over a short seven-year per
od. No one yet knows just how far restructuring might go |
the employer-sponsored health insurance market. It is precip
tous to lock in place now a new structure for Medicare for t
next century. Restructuring must be an evolutionary, not
revolutionary process.

But if the nation wants to restructure Medicare in ways th
can benefit both participants and taxpayers, the process mu
begin soon and must proceed at a deliberate pace. Medica
restructuring will be complicated, divisive, and time consun
ing. New institutional infrastructures will have to be built, tes
ed,-and revised. Plans, providers, and participants will have
get used to the new structures and incentives. As the proce
unfolds, some mid-course corrections and adjustments will 1
doubt be necessary. But such uncertainties should not be us
as an excuse for inaction. If meaningful Medicare reforms 2
not started before this century comes to a close, the window
opportunity may slam shut and the nation may be faced wi
few alternatives other than to raise taxes to support increasin
ly inadequate Medicare benefits.
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POPULATION ACING

BY BARRY B(DSWORTH AND GARY BURTLESS

*VER THE NEXT SEVERAL
decades the populatlons of the
major industrial countries will
' grow considerably grayer. By

2030 the ratio of people past age
64 to those ages 15-64 will be just
“over 30 percent in the United States,
close to 40 percent in France and Great
Britain, and nearly 50 percent in Germany

JLLUSTRATION 8% Gignw PIERCE

PHOTOS GOURTE s p and Japan. The increased cost of retirement benefits
T e Wﬂl put enormous pressure on public sector budgets
at a time when the workforce is scarcely growing or
even shrinking. But though all the big industrial
cotjntries share the prospect of anfaging'population,‘
no two face exactly the same future.Variations in the
size and timing of the demographic changes, as well
as important differences in public programs for the
elderly, mean that populatlon aging has dlfferent
| ~ implications in each country.
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rise because of the growing number of the

~remains strong (4.4 per
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Demography. Over the next:several decades, the aged

dependency rate—the ratio of people over age 64 to those of

working age—will rise most steeply in Germany and Japan.
Not only will the aged population increase, but the working-
age population will fall (see figure). Indeed, the economic
issues of population aging will be compounded by the possi-
bility of actual population decline. Fertility rates in both
Germany and Japan are far below the “replacement rate”
needed to maintain a constant population, now about 2.1 chil-
dren per woman. Official projections assume the fertility rate
will gradually return to the replacement(rate in Japan, but
remain close to the current level (1.4) in Germany. German
forecasts also assume substantial (but declining) immigration,
an annual net flow of about 2 immigrants per 1,000 residents,
compared with 5.6 earlier this decade Immigration is assumed
to be negligible for Japan.

France and the United ngdom ‘face less dramatic popula-
tion change. Although fertility rates in both have declined (to
1.8), over the next quarter century the total populatons of
France and Britain are expectéd to grow,
while the working-age populations remain
roughly unchanged. Dependency rates will

elderly.

Though the aged pop-
ulation is projected to
grow fastest in the United
States, the U.S. aged
dependency rate will
grow the least. The US.
fertility rate is now above
2.0, and immigration

thousand residents), so the
working-age population
will continue to grow,
although much more’
slowly than in the past.
Official forecasts in all
five countries suggest life
expectancy Improvements
will slow. In Japan, for
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H COUNTRIES

example, life expectancy is predicted to improve over the next 30
years at one-sixth the rate of the past 30. In the United States, it is
predicted to rise at half the rate of the recent past. Germany pro-
jects no gains in life expectancy. Many demographers believe
these projections understate likely improvements in longevity,
implying an even greater rise in the aged dependency rate.

Pension Burdens. France, Germany, Japan, the
United  Kingdom, and the United States have all tried to
improve the lot of their aged citizens over the past half centu-
ry. By liberalizing public pensions and health insurance, all
have sought to provide the elderly a living standard compara-
ble to that enjoyed by the working-age population. By the
mid-1980s, they had largely achieved their goal. Poverty had
fallen sharply among the elderly, and living standards of typical
aged and non-aged households had substantially canverged.
The five countries differ widely in their spending on pub-
lic pensions, however. Pension costs as a share of GDP are
much higher in France and Germany than in Japan, Britain, or
the United States (line 1, table 1). Not only
do France and Germany provide more gen-
erous pension benefits (line 2), they also use
public pensions to finance early retirement
for ' the long-term
unemployed, a practice
that has depressed
employment rates
among people in their
late 50s and early 60s. .
Public pension costs
are less burdensome in
Japan, Britain, and the
United States, in part
because pensions are less
generous, but also (in
the case of Japan and the
United States) because
the populations are
younger. The United
States spends the small-
est portion of GDP on
public pensions. Its aged

11



dependency ratio is the lowest, and its
public pensions are, along with thos
in Britain, the least generous. _
‘Each country’s public pension:system is distinctive (see
box, pages 14-15). In France, Germany, and Japan, popula-
tion aging and the generosity of the pension formula mean
that public pension costs must rise rapidly. Reforms in the
U.S. system in 1977 and 1983 will hold down spending
increases. The normal retirement age, for example, will rise
gradually starting early in the next century, reaching 66 for
people born in 1943 and 67 for people born in 1960. That
reform essentially reduces future pensions 12-14 percent.
On the other hand, steep increases in the cost of Medicare
will send U.S. spending on the elderly soaring in spite of
only moderate growth in public pension costs. Britain took
major steps during the 1980s to scale back public pension
spending. The. Conservative govern-
ment cut future public pension
commitments and offered finan-
cial incentives for workers to opt
out of part of the public system. |
The projected costs of public pen-
sion programs vary widely (line 3).
France, Germany, and Japan are
‘expected to encounter severe financ-
ing problems within the next few
decades. In all three countries, estimat-
ed unfunded liabilities of the public
© systems exceed current GDP (line 4).
The unfunded liability of the us:
systemn is one quarter of GDP. Brlta.ms net hablhty is near zero.

growth

1owth

"Reform.To restore long-term sdlvency to public pensions,
policymakers confront a choice among four reform alterna-
tives. Three—cutting benefits, incréasing contribution rates, or

raising the age of retirement—can be implemented within the
present pay-as-you-go framework. The fourth moves away

. from pay-as-you-go .toward advance funding of retirement
obligations—either within the public system or in privately
owned and managed pension funds. '

Benefit cuts. Public systems are now the main source of
income for most retirees, providing over 40 percent of total
retirement income in the United States and up to 70 percent
in Germany. Because many old people have fairly modest
incomes (often just above the pojverty line), most countries
cannot reduce minimum pensions :without increasing poverty.
Many proposals for scaling back benefits therefore emphasize
means-testing or modifying the inflation index.

‘Moving from an éarnings-related to a flat-rate benefit
could reduce public pension costs,but it introduces important
incentive problems. Severing thé link between a worker’s
earnings (and tax contributions) .and his or her retirement
pension discourages work and encourages tax evasion. It will
be opposed by high-wage workers, who would pay a tax pro-
portional to their earnings but receive only a minimum, flat-
rate pension. To keep the contribution rate down in a

|
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Dechmng

« slowdown
“ product1v1ty

reformed system, these workers woul
almost certainly press their politica
representatives to keep the basic pension low, putting mam
old people at greater risk of becoming poor.

Means-testing public pensions on the basis of retirees’ cur-
rent income can also lower costs. But it would discourage pri
vate pensions and saving, which might, perversely, make mid:
dle-income workers more reliant on public pensions.

Benefits can also be trimmed by reducing the inflatior
adjustment. To justify that step, some observers argue that non
‘medical consumption needs decline with age. In the Unite
States some also claim that the consumer price index overstate
increases in the cost of living. But reducing the annual inflatios
adjustment would progressively reduce the real benefits of agin;
retirees as they grow older. Because most other retiremen
income is not indexed, this would exacerbate a pattern in whicl
retirees’ real income declines with age—
and poverty rates rise.

Higher contributions. Raising contri
bution rates is a second option. But ta:
rates are already so high in many coun
tries that raising them further would b
very unpopular and, possibly, counterpro
ductive. Often, though, the high tax rate
apply to a tax base that is far less than 100 percent o
total labor compensation. Wages are taxe:
only up to a certain limit. Fringe benefits ar.
usually not taxed. (In fact, the gradual shif
from taxable wages to untaxed benefit
accounts for more than a third of the long
term U.S. retirement fund deficit.) Broadeningsthe tax bas
could obviously close some of that gap. But some of the extr
revenue would be offset by higher pension payments to work
ers. credited with higher average wages. And many fring
benefits, such as health insurance, are hard to value, making i
hard to calculate a worker’s pension contributions.

Raising immigration or the birth rate could also add con
tributors and revenue to the public system. But immigration i
unpopular in Europe, in part because of high joblessness, and i
has become much less popular in the United States in the pas
decade. Large-scale immigration has never been. permitted i:
Japan. Germany now offers major incentives for childbearing
but it is hard to see any effect on the birth rate. And childbear

'ing incentives may encourage women to stop working, par

tially offsetting the benefits of a higher birth rate.

Delaying retirement. Increasing the retirement age is anothe
way to reduce pension costs. Although expected longevity =
age 60 has increased about one-fifth since 1960, the earlie:
age for claiming pensions has been left unchanged or -eve:

-reduced in the five big industrialized countries. German:

Japan, and the United States plan to raise the age of entitle
ment for a full pension, but much less than the longevit
increase over the past few decades. Because workers in mo:
countrjes prefer to retire before the “normal” retirement ag
raising the age of entitlement for full benefits without raisin
the early retirement age amounts to reducing benefits.
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Increasing the retirement age can ype AGING QF AMERIC A

certainly cut costs. The United Statés

could erase its 75-year Social Secumty deficit by raxsmg the
retirement age to 67 today, i mcreasmg it gradually to 70 in
2030, and raising the early retirement age from 62 to 67.
Delaying retirement is widely unpopular, however, especially
among workers with physically demandmg jobs. The evidence
of the past few decades suggests, in (fact, that most workers
strongly prefer earlier retirement opuons .

Advance Funding. Proposals to éaddress
the financing problem through benc:ﬁt cuts
and tax increases are inherently divisive,
because they force generations and
income classes to vie over who wﬂl
have to make the larger sacrifice. [
It is possible to mitigate these divi-
sions by increasing the nationafl
income that will finance the consump-
tion needs of future workers and retirées
alike. To achieve this, the current gen-
eration can increase its saving to
finance more of its own retirement.j
Larger accumulations in retirement
systems, whether public or private, over the coming decades

would raise the nation’s capital stock and raise national output.”

In the next century, the nation would be spending more on
pension programs, but paying for it out of a larger economic
-pie, leaving a bigger slice of the pie fdr future workers.

The current pay-as-you-go system‘ of ﬁnancmg public pen-
sions does not increase
national saving. In all the
national systems under
discussion here, payroll
taxes from today’s workers
go almost entirely. to pay
for” pensions for today’s
retirees. During the 1950s
and 1960s, pay-as-you-go
looked like a good idea.
The labor force was
growing briskly, and real
‘wages were climbing 2-5
percent a year. The return
on contributions once the
system was mature was
expected to be 4-7 per-
cent a year, far more than
ordinary workers could
earn on their own savings.

Declining labor force
growth and the dramatic
slowdown in labor pro-
ductivity growth have
eliminated those advan-
tages of a pay-as-you-go

system. The rate of return has .fallen
below 2 percent a year in' most countries -
and may soon become negative. Private investment alternatives
offer workers and pension fund managers real returns exceeding
3 percent a year. In view of the difference in expected rates of
return, many of today’s workers and young voters would choose
prefunded retirement accounts over pay-as-you-go.
Unfortunately, the pay-as-you-go system has inescapable
consequences. Governments
have accumulated huge pension
liabilities to retirees and older
workers. Democracies are
unlikely to default on these
obligations. Over the next several
decades, current and future workers
will pay for the promised pensions,
regardless of whether governments
adopt new advance-funded systems. The
double burden of paying off those oblig-
ations and saving in advance for their
own retirement makes it costly for younger
workers to move cleanly from pay-as-you-go
financing to advance funding.
Nonetheless, today’s workers could increase the
portion of retirement income they expect to derive from cap-
ital income and reduce the portion coming from payroll con-
tributions of future workers. Governments could move
toward partial funding of future retirement obligations either
by modifying current public systems or by converting them
fully or partially to private systems. In either case the central
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question is whether the increment to THE AGING oF AMERICA

funding would really add to national
saving and capital formation and boost future national income
or whether it would be offset by reduced public or private
saving elsewhere. B

Advanced funding is simplest to implement within existing
public programs because it would leave, accrued benefit claims
intact. Increased contribution rates or reduced benefits (or
both) would create a reserve, which should be strictly separated
from other government accounts. The reserve would then be
invested in either public or private securities. From the point of
view of economywide gains, it matters little which. If the pub-
lic pension fund purchased government debt, more private sav-
ing would go to finance private investment. If the public fund
invested in private debt or equities; pfrivate savers would be
forced to purchase more government debt.

Public management of a huge retirement fund, however,

raises thorny political issues. Politics might skew investment
decisions. Even worse, public officials might use reserve accu-
mulations to offset deficits in other government accounts.
Private retirement accounts can reduce these political risks.
In addition, they offer workers flexibility in managing their
own retirement savings. Partial privatization, as in the two-tier
system adopted by Chile in the early 1980s, is a possibility. A

b

first-tier public program could pro-’
vide a flat benefit or one related to the
number of years of participation; the second-tier program
could-support a private defined-contribution pension pro-

~gram, with individual accounts invested in a range of capital

market assets by the individual contributors.

But privatization too carries risks. Explicitly separating out
the redistributional component could create strong pressure to
reduce or eliminate it. A two-tier partially privatized system’
may- not provide adequate income security for retirees with
low lifetime earnings. Workers may make bad investment
decisions. Converting individual accounts into annuities when
workers retire or become disabled presents a huge challenge.
Solving this and other problems entails high administrative
costs that may eat into the returns of small accounts.

Individual retirement accounts have obvious appeal to
high-wage workers, especially those with investment exper-
tise. Setting up millions of IR As—effectively, defined-contri-
bution pension plans—eliminates concerns about the public
costs of retirement programs. Benefits are determined by con-
tributions and market interest rates, not by government con-
tributions. But if millions of workers suffer losses on their
investments, democratically elected governments may face
enormous pressure to compensate them. '
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~public budgets targeted on the elderly will

- pattern. Recent policies have curbed the
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The Key: Economic Griowth.
Public programs for the elderly already con-
sume a large and growing portion of public
expenditures. For France, Germany, Japan,
and the United States, the percenta:gc of

rise sharply in the coming decades unless
current laws are changed.
Britain is the exception to this general

future growth of public spending on first-tier
public pensions and encouraged workers to opt out of the

i

second-tier public fund. As a result, future UK. retirement
incomes will depend increasingly on returns earned in pri-
vately managed and invested pension funds.

If all goes as planned, Britain will accumulate substantial
reserves in its (increasingly private)ipension system. If the

budget deficit is kept low, those gm\:.ving accumulations can

help boost national saving, which in turn can.spur economic.
" growth. But there is a risk. Workers who invest their retire-

ment funds badly may have to retire on pensions substantially
lower than their preretirement incomes. A lengthy period of

low or negative private market returns may leave an entire

cohort of workers facing the prospect of low retirement

SUMMER 1997

incomes. This shortfall may be more than
a problem for the unfortunate workers. If
)¢ voters demand good incomes for workers
' in retirement, it might also create huge prob
lems for the public budget. '
The United Kingdom, like other countries,
" must support its retired population out of the
national income available to it. Whether retired
workers get most of their income through public
pensions, as in Germany, or private pensions, as in the
UK., their consumption will be derived from the output of
future workers and the future capital stock. If future produc-
tivity grows rapidly, the eldetly can be generously supported
while workers enjoy steady increases in their after-tax

‘incomes. If productivity grows slowly, future workers will

have to accept lower after-tax incomes or retirees smaller pen-
sions unless workers can be persuaded to delay their retire-
ment. The implications of slow growth will be the same
whether pension incomes come from public or private
sources. One way to increase economic growth is £6 accumu-
late larger pension fund reserves to boost national saving.
Whether the reserves are accurnulated in a public or private
fund, they can contribute to future national income only if
they vield an increase in overall saving. |
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COMPARISON OF MEDICARE BABY BOOMER COMMISSION BILLS

BILL Number of . Distribution Selection of Start End Dz‘xfe Specific _Considerations Scored _.Outsi'de Experts °
Members of Members Leadership Date ' By '
, Chair & vice-chair of May i, 1999 - amount & sources of funds Advisory Panel of health

6 Senate (not more than 4 | different parties and ’ ' - other nations” programs care experts, consumers,

Ways & Means : ' from one party) | appointed by different Feb. | Provisiontosetupa | - age-eligibility changes . providers.
15 6 House (not more than 4 | methods are selected by 1998 | permanent Indepen- | - trends in employee-related CBO- .
from one party) - | the commission at the dent Commission on health care (MSAs, etc.) Studies by GAO and othey
EEUE R I | 3exofficiomembers. [ firstmeeting." ' _ | . : | Medicare* | - - - | ____ | agenciesasnecessary. [ "
(cabinet level officials) ‘ ' o : )
_ , . Same as above plus . o
Commerce 15 Same as above Same as above Same May 1, 1999 - . CBO Same . -
) : ' “+ -] - needs of the chronically ill
: : : Comptroller General
" i | The Speaker of the House, - R
Roth/ _ ) in consultation with the . One year after Studies by.other
Moynihan 15 . Same as above: Senate Majority Leader, Same passage of act. None given. | None given. | executive and legislative
chooses the chair. agencies
Library of Congress
information
* The English Amendment directs the Commission to study the feasibility and desirability of establishing an Independeni Commission on Medicare that would make annual recommen-

dations on how to best match the structure of the Medicare program to available funding for the program (including a default mechanism enforcing spending targets if Congress fails to
approve such targets). . The Commission will report back with its recommendations for this permanent Independent Commission one year after passage of the Act.
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(—‘U The amount and sources of Feder

- tumme e’ e dn -are prograni. including the. potentz‘il

to -

nse nf- ummatne financing me thmk
X B) Methads used by other nations to n‘Spoud to
e
<.0mparable demompluc patterns  in elmbﬂm' for
healthL care benefits for elderly and disabled individuals.
(C) Modifring age-based eligibilitv to.correspond
to changes in age-based eligibility under the OASDI

program.
- D mem care for

retmees, including the use of medzca.l szmngs a,ccounts
and smnlar financing .devices.

Ae) ME\II?FRQHIP— o : ’
{1) APPOI\'T){E\‘T —The Commission shall be com- -

posed of 155 voting members as follows:
~ (A) The Majority Leader of the Senate shall ap-
 point, [aft.er consultation with the mmontv leader of the
Senate 6 members, of whom not more than 4 may’ be
’ of 'chexsame political party.

(B) The Spea.ker ‘of the House of Representatnes '
shall appomt after consultation with the minority lead-
er of 3the House of Representatives, 6 mem,bers, of
whom not more than 4 may be of the same political
party.. . . . o .

~ (C) The 3 ex officio members of the Board of
'I‘rust;ees of the Federal Hos;ntal Insurance Trust.
Fund and of the F ederal Supplementary Medical Insur-
ance 'I{‘rust Fund who are Cabinet level officials. .~
(2) CHAIRMAN AND VICE CHAIRMAN.—As the first
item of busmess at the Commission’s first meetmg (de-' |

. seribed in paragraph (53)(B)), the Commission shall elect a ’

Chaxmlan rand Viee Chairman from among its members.
The mdmduals elected as Chairman and Vice Chairman

: may not be of the same polztleal party and may not have N
" been appomted to the Conunission by the same appointing -
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(3) \'.\t ANCIES.—Any vacaney ‘in the membership of ..

“the (' nnumxxlun shall |)t‘ ﬁ.lled 1 the mannel m \\lmll the

original .1ppnmtmonr was made and. &hall nar atfe(r the

power nf‘ the remaining membm t e\emte the dutles of

the Lonumssxon
' 4) QI ORUM.—A quorum <lmll conslst of 8 membérs
of -the- (‘om.nuqqmn. except that 4 membem may conduct a
hearing under subsection (f). ‘
(9) '\IEETI\(:\—
-1) The. Coumnmon shall meet at the call of its
Lhau'hxan or' 8 'majority of its members. «
(!B) The Commission shall hold its first méeting
" not later than February 1, 1998,
6) COMPE\%ATIO\' AND REIMBURSEMENT OF EX-

' -?E.\bES.fMembets of the Commission are not entitled to

) i . . .
receive compensation for service on the Commission.  Mem-

bers may;be reimbursed for travel, subsistence, and other

'necessa.rviexpenses mcurred in carrving out the duties of

the Comnnssxon
(d) AD\T%RY PaNEL.—

(1) I\' GE\‘ERAL —The Chalrman in consultation with
the Vice Chauman may establish a panel (m this section
referred tp as the “Advisory Panel'') consisting of health
care expexf't;,, consumers, proﬁders, and others to a.dvlse
and assist’ the mémbez-s of the' Commission in'carryving out
the dutlestdescnbed in subsectlon (b). The pa_nel shall have
onlv those powers that the Chau-man in consultation with
the Vice (,hauman deternunes are necessar3 and appro-
prxate to ass1st the Commission in ca.rrvmg out such duties.’

(2) COV[PE\'SATIO\ —Members of the Advisorv Panel

. are not entxtled to receive compensation for service on the
. Adnsor\ Panel SubJect to the approval of the. chzurman of

the Commxsszon., members may be rexmbursed for travel,
sub51stence and other necessary expenses incurred in car-
rring out the duties of the .-\.dncor\ Panel

(e) S’I‘A_J-‘F AND CO\'il'LT\_\‘T\ S
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(1) 5’1‘ AFF. —-The Commission mav appumt and deter-

mine the fumpensauun of such statt as may be 1ECeSSary

Cto carry At the duties of the Commissien. Such appoint-

ments and (Ompensatmn may be made without reo'ard o

the provx‘.wm of title 5, United States Code, that govern-
‘appointments in the mmpetxtne services. and the pr ovisions
of f:haptfer1 51 and s*ubchaprer ITI of ¢ha pter 53 of such tltle '
that rglate to classxﬁcatans and the General Schedule pay

i
i

rates. | :
1 ) .
(2) CO\":'«ULTA.\"I‘Q —The Commission may procure

- such. t;emporarv and mnemuttem services of consultants .-
“under sectlon 3109(b) of title 3, Umted States Code, as the
Commission determines. to be nec.es:;ar) to carry out the
" duties of the Commission. R
- (f) POWERS.—

(1) HEARINGS AND OTHER ACTIVITIES.—For the pur-

pose of cammg out its duties, the Camnnssmn may hold .
.- . such hearmgs and underta.ke such ot:her actmtles as the
) Commxssxojn determines to be necessm to ca.nj out its du-

tes.
{2) STI.’DIES BY GAO —Upon the request of the Com-
mission, the Coznptrouer General shall conduct such studies
or mvestlgatlon's as the Commission determmes to be nec-
essary to carry out its duties. ,
(3) Losr ESTIMATES BY CO\GRE\\!O\' AL RUDGET 01-'-
FICE.— a o

I

rector of the Congressional Budget Office shall provide

to the Conumsszon such cost estimates as the Commis- |

sion determmes to be necessary to carry out its duties.
(B) The Commission shall reimburse the Director
of the Conoreqslonal Budget Office for expenses relat-

ing to the employment in the office of the Dlrector of
- such addmonal staff as- may be necessary for the Direc-

tor to eomplv with - requem b\ the Commission under

subparagraph (A).

!
L.
|

(A) Upori'the'réques‘t of the Cominission the Di- =
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! ‘ (4) DeT TAIL 0?‘ FEDERAL EMPLOYEES.—Upon the re-
2 quest of the Lunumssmn the head of any Federal ageney
2 is authorized to detail. withour mmxlmz*wment any of the
4 persmmel rlf such agen(v to the Commission to assist the
3 ‘ (_Onumssmn in carrying out its duties. Any such detail shall
6 not mterrupr or otherm';e affect the civil service status or
7 | privileges. ot‘ the Federal employee.
. 8 3) TEL’II\'IL&L ASSISTANCE.—Upon the request of - the
9 Conmusswn the head of a Federal agency shall pronde
10 such’ teduuc-al assistance to the . Commission as the Com-
1 mission detemunes to be necessarv to carry out its duties.
12 - (8) LsE OF '\E\ILb—The Commission may use the
13 ' United States mails in the same manner and under the
14 same eondx,t;ons as Federal agencies and shall, for purposes -
15 of the fraﬁk be considered a commission of ‘Congress as
16 described in section 3215 of title’ 39, United States Code.
17 (1) OBTAI\'I\'G INFORMATION.—The Coxmmssxm may
18 'secure directly from any Federal agem:v information nee-
19 . esar\ to er‘xable it to carry out its duties, if the information
jo _may be dxsiclosed under section 509 of txtle 5, United States
21 :-Code. Upon request of the Chairman of the Commission,
22 the head of such ageney shall .fu,mtlsh such’ mformatxon to
23 the Comzmssmn L |
24 - (8) ADM'[NISTRATIVE QL‘PPORT %ERVICE% —-Upon the
28 request of the Commission, the Administrator of General
2% Services shall provide to the Comimission on a reimbursable -
27 basis such‘admlmctratlve suppor’c services as the Comniis-
28 sion may request , , o
- 3 ‘ (9) PRI\"I‘I\G.——For purposes of . costs relatmg to
30 printing and binding. including the cost of personnel de-
31 tailed fronll t_he Government Prmtmg Ofﬁce the Commis-
2 ~sion shall be deemed to be a eonmuttee of the Congress.
3. (@ REPORT.—Not later than May 1, 1999 the Commis-
34 sion shall subr]mt; to Congress & report containing: its ﬁndmgsy
;.5_ and- reconmxendatxons z-e«'rardmcr how to protect and preser‘ve .
36 the medicare fpmgram in a financialls solv ent manner  until
27

Jure 8, 1897

19:31
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2030 (or if lat;er throughout the pemod of pro;e(ted solveney
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| | 271
o .
of the Fedex al]ud Age and Sunivors: Insurance Trust Fundl

The repart Shdﬂ elude <vtdxled iitnllultt‘n(l‘l[lun\ for appro-

priate legjxshm‘e initiatives pespecting how to accomplish, this

‘objective. - |
th) Tunu\ ATION. -——The (.nnmussmu sha}) terminate 30

rla'm. after the rlate- of subniission of the rppurt required in sub-

;

section (g). f ) o ;
) .u 1‘}103{7..\’1‘10\ OF APPROPRl m()\s—-Then- are au-:

thorized to befappmpna;e(l $1.500.000 ta carry out this sec-

tion. 60 perceimt of such appropriation shall be paxable from
. the Federal Hospnal Insurance Trust Fund, and 40 percent of
such appropriation shaﬂ be pavabie froni the Federal ::uppie- -

mentary, "\Ieduai Insurance Trust Fund under title \'VIII of

the Social bec&mr}' Act (42 U.S.C. 13951, 1393t).,

CHAPTER 4—PROVISIONS RELATING TO
DIRECT GRADUATE MEDICAL EDUCATION

'SEC. 10731. LIMITAT‘ION ON PA.YME\’T BASED ON NUM:

BER OF RESIDENTS AND IMPLEMENTATION
OF ROLLING AV'ERAGE FTE COUNT.

_ Semon 18bb(h\{~il (2 U.S.C 13‘3'm~u(h} 1)) is 2mended .
by adding after subpar&graph (E) the following: o

fF) LDATATION ON \WBER OF RE\IDE\T\ FOR
CER'ru\ FISCAL YEARS. -—bueh rules shall provide that

for purposes of a cost reporting period beginning on or
after October 1. 1997. the total number of full-time

equiv alent residents before application of wexcrhtmc' fac-

tors (as determined under this paragraph) with respect

to a hospxta! s appmted medical residency training pro-
. gra.m may not ‘exceed the number of full-time equn a-
lent res1dents with respe(t to the hospxta.l S COST report-
ing penod ending on or before December 31. 1996. The
Secreta.n ‘may estabhsh rules, conmstent with the poh-
cies m the previous sentence and para.graph (6), with
respect to the apphcatmu of the pmvzous sentence in
the case of medical residency training programs eqtab-

lxshed o or after Januan 1. 19‘%
.

|
)
! |
3

{
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' AMENDMENT OFFERED BY MR. ENGLISH OF PENNSYLVANIA |
TO THE wumum OFFRRRD BY Ma. ARCHER AND MR. THOMAS

Purpése. To require the 'Blby Bcomer’ Commission te consider and rapon on

| mblbhlng a pmncm Indcpondom Comm:sslon on Medicare.
- On page 268, line 28, uﬂk. and' R |
on page 260 lme 32, strﬂu tho pedod and insarta c:omm a.nd ‘and”,
On page 256 botwecn lines 32 nnd 33, insert tho following:

- (C] mdy tm feaubimy and desarabltty of estabhshm—
| () ain Independent Commission on Medicars tomake
mcorrmendaﬂom :mualty on how best t match the stmctum |
of the. Modicare program to avallable funding for the program,
_ (i) #n expedited prceess foe consxderahan of such |
"récommndttms by COngress and |
(i) a defautt mwhanism to onfom Congmssione! :
: rspendlng targm for the proqmm if Congrus fans to appmve
~ such recommendauons ' :
On page 270, lim 33, Inser: “1)* mr *REPORT.-",

On page 271 buweenlmes4and5 lnsertthefoﬂawing
(2 Notlatermanﬁmmaﬁutmadeofm@awmntafthkm the

L

- Commission thall report to tho Cengress on the mattm opecmod in subsection )

(BX(IXC)- It the Commwon detnn'ntm that it is feasible and dwrab!o to
estabhsh the processes duc'ribed in uuch section the report under this_

. paragr!ph shall 1nduda specrﬁc recommdtﬂcm on such changes in hm (such

28 changes in the c::ngmotona! Budgct Act of 1974 and the Balanced Budgut

and: Emargenw Deﬁqt C.ontm! Actof 1 885) a.s are needed to amp!cmant m

i

moommendaﬂom ‘ ?
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shall be equal tw 50 percent of Lﬁe

| “(vz) For a month in 7003

(e MAINTAINING APPEAL RIGHTS FOR Hoxr.z HEALTH
SER\’ICES wSe-ctlon 186903)(9 (B} (42 U.S.C.

1390ff{b)(9)(8}) is amended by insprting “(or $190 in the case

D EFFEC‘I‘I’\'E DATE.—The amendments made by this
section apply w sen'xces furnished on or October 1, 1994
CHAPTER 3—-BABY BOOM GE ERATION
MEDICARE COMMISSION

SEC. 4721. BIPARTISAN COMMISSION ON THE EFFECT
OF THE BABY BOOM GENERATION ON THE

MEDICARE PROGRAM.
(a) Eb'r.xguam.\r.—'l‘hem is established a commission
to be known as the Bipartisan Commission on the Effect of the
Baby Boom G{*neratign on the Medicare Program (in this sec-

: tion referred 10 as the “‘Commission").

~{b) DU TI‘E:S.—
(1) L\ GE\I&w—The Conu:mssxon shall—
(A) examine the ﬁnancxal mea,ct on the medicare
progz-a.m of the significant mcrease in the number of
- medicare eligible individuals which will occur begmmng
" appm‘amateLv during 2010 and lasting for approxi-

matel} 25 years, and
(B) make specifie reccnmxendanons to the Con-

gress respectmg a comprehensne appmach to preserve
the medxca.re program for the penod during which such
‘ mdn-:d‘uals are eligible for medicare.

i,
|
l
¢
‘,
1

| 2026506168

\ ,&C/V’V\/Vlrwv-——-.—.

RIEXG

deterniined under su >pamgraph (A) m- .
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" (2)  CONSIDERATIONS CIN MARING RECOMMENDA-
1'10@ -—-Iz‘u maf-.ixig its réconmne:xda;ions. the Conunussion
qhall cazwder the follmwno' ’ ‘

: ,(A) ‘The amount and sources of Federal funds o
'ﬁnance the medicare program, mcludmg the potentxs.l"
" use of iinnovative financing methods.

(B) Methods used by other ‘nations to respond to

;cémpa.rable demograp}uc parterns n ell.glbdlty for

hea)th /care benefits for elderl\ and disabled md.mduals

v (C) Mochfvmg age-based eligibiliy: to comespond :
to cha!.nges in a.ge-based eligibility under the OAbDI, .

_progran.

(D) Trends in- emplomzent r\f-laned heajth care for
retmees mcludmg the use of medical savings aceounts

and su:u.}ar ﬁnancmg devices. -

(E) The role medicare. sBoqu play in addressmg .

the needs of persons vnth chronic dlness

@ \IE\tBERsmP— ;

(1) APPOI\M\'T ---The Conmusszon shall. be. com-.

- posed of 15 voting members as follows: : ST

| (A) ‘The Majority Leader of the Senabe shall ap-

. point, after consultation with the mmont\ leader of the
' Senate 6 members. of th«m not more Lhan 4 may be

of the same political party.. :
(B) The Speaker of Lhe House. of Representames

. .shall appoint, after consultation with the mmorm' lead-
- er of the House of Representatnes 6 members of
' whom | not more than 4 .may be of the ‘same politica! |

party.

“(C) The 3 e officio members of the Board of

: Tmst;ees of .the Federal Hospital Lnsurance Trust
"Fund and of the Federal Supplementary \Iedjcal Inmr‘

ance Trust Fund who are Cabinet level omc:als

(2) CHAIRMAN AND VICE CHAIRMAN.—As the first
item of business at the Commission's first meeting (de-
scribed in pa.zja.graph (.5)(B)).<the_ Cqmmxsszon shall elect a
Chairman% and Vice_Chaimﬁan from camong its members. .

S
S
i
|

ML
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The mdmduals el«ted 8s Chamnan and ‘xce Char.rman :
- may nm ‘be of the same- political party and may not have

been appomted to the Commission by ‘the same appomnng

- auchont\

{3) '\ ACANC lE\-—An\ vacancy in the membershxp of

- the Commxssxon shall be filled i in the malmer in which the

ongmal appomtment was made and shall not affect’ the

: pouer of the remaining meémbers to execute the duties of

the C onmusswn
(4) QL ORUM.— A quorum shall consist of 8 members

_ of the Co:mmsmon, except that 4 members may conduct e
- hearing under subsection- (0 o

(5) \I.EETI\G‘i ———

(A) The Conmussxon shaﬂ meet at the call of its .

Chaman or 2 majority of its members. }
(BJ The Copumnission shall hold its ﬁrst meetmg

. not !atzr than February 1, 1998.

- (6 Coxﬁ’sxs,arrox AND REIMBURSEMENT OF ‘EX- .
© PENSES. ---\Iembers of the Conumssxon are not_entitled to
‘,recene compensatzon for service on the Commission. Mem-
bers :ay |be reimbursed for tra\el subsistence, and other
~necessanjexpenses mcurred in carrying out the duties of
'A the C‘ommnssxon ‘

(d) ADVISORY PA.\"EL o .
(1) I\ GE\’ERAL.—The Chaxmua.n in consultation with

the Vice Chauman. nm\' estabhsh a panel (in this sectlon
mferred to as the "Adnsorv Panel”) consisting of health
care expen.s consumers, providers, and othérs to advise
and as;xst;:the members of the Commission in carrving out.
the duties deseribed in subsection (b), The panel shall have
only those powers that the Chairman, in consultation with
the \xce Chau'man determines are necessary and appro-
priate to asszst the Commission in carrying out such duties.

(2) QOWE.\_S;nozx.—Membe;s of the Advisory Panel
are’ not},er;nitled to receive compensation for service on the
Advisorv Panel. Subject to the approval of the chairman of

" the Conmussmn membexs may be r»emxbursed for travel

i

LG
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‘ subsmence and 0ther NeCessary expenses mcurred in car-

r\'mv om*zhe <iut1e< of the Advisory Panel
(e) Sru AND CONSULTANTS.— o

(1) STuF——The Commission ma\ appomt and deter~
nine the Fcompermataon of such staff as may be necessary

to carrv out the duties of the Commission. Such appoint-
ments and compensatxon may be made vnthout regard to
“the provisions of title 3, United States Code, that govern

appomtmeuts in the conipetitive services. and the prous:ons‘ ‘

of chapter 51 and subchapter I of chapter 33 of such title
that relate to classifications and the General Schedule pay-
) CO\‘S?LT-L\'T&—-Thé Con‘mu’ssibn may procube

- such temporan and intermittent services of consultants

under sect;on 3109(b) of tide 3. United States Code as the

Conmnssmn determines to be necessan W, cam out the

duties of the Comm.\ssmn

) Powsas—" | o
( 1) HE:\R.I\GQ A.\'D O’l’H‘ER ACTIVITIES. —-For the pur-

'pose of carr\‘mg out its duties;. the Commission may “hold
‘such heanngs and undertake such other activities as the:
, Conmussx0n determmes to be necessar\ to cam out its du-

|

(2) Si‘rr. "DIES BY Gao.—Upen the request of the Com-
mission, the Comptrouer General shell conduct such studies
or xmemoauons as the Conmusswn determines to be nec-
essary to carrs' out its duties. ‘

(3) COa'r ESTIMATES BY CO\GRESSIO\&L BU DGET OF-
FICE— % -

(A) Upon the request of the Commxssxon the Dl-

¢x~ector; of the Congressional Budget Office shall prov:de -

© 1o the Commission such cost estxmates as the Commis-
 sion det;ermmes to be necessan to carr out its duties.
I (B} ,The Commission shall reimburse the Director
of the§ Cbngressiona] Budget Office for expenses relat-
. ing to§ the employment in the office of the Director of
. fsﬁ_ch a‘dditionﬂ staff a5 may be necessary for the Direc-

| .
!

i

P!

1

—

]



|
. o .
; = o ! - : <
JUN-12-1997 18:35 = 5CFA-OLIGA : : L 2026998168 P.14°

F: P5' HREC MCARE INTRO COMSUB.002 CILLe

’[ o ~~)~>q

, o |

R tor to, comph with requests by the Comnussion under
2 , subparagraph (Al : o

3 . (4) DETAlL. OF FEDERM. EMPLOYEEX.—pon the re-

4 quest of time Commission. the head of any Federal agency
s is authon.zed to detail, without rem:bumement any of the
6 personnel | of such agency to the Conmuwon to assist the
7T Conmuwon in carrying out its duties. Any such detail shall

8 not mten-upt or othemse affect the cml sernce status or
9 privileges of the Federal cmplmee '

10 o (3) TECH\'ICAL ASSISTANCE.—Upon the request of the .
i Conmnssxon the head of a Federal agency shall provide
B R “such techmcal assistance to the Commission as the Com-
13 mission detemunes to be necessary to carry out its duties.
4 - (6) L::E OF MAILS.—The Comzmssxon ma\ use the
ts United States mails in the same manner and under the
16 same condmons as Federa.l agencxes and shalj for purposes
17 of the frank be cons:dered a comunssxon of Congress’ as
18 . described i in section 3215 of title 39, United States Code.
19 (1) Oanuqxc INFORMATION.—The Commission may
20 secure dmdy from any Federal agencr information nec- -
- " essary to enable it to carts out its duties. if the information
n may be disclosed under section 532 of title 5, United States
k! Code. Upon request of the Chairman of the Com:mssmn
24 the head of such agency shall furmsh such information to
s the Conmuss:orL : : |
% (8) %.D\ﬂ\'IbTRATTVE SUPPORT SERVICES—U pon the
27 - request of the Comzmsswn the Administrator of General
28 ‘Services shaJJ provide to the Commission on a reimbursable
29 basis such administrative support services as the Commis-
3 - sion may request . S
3 (9)- me‘n\c .—For purposes of costs relatmg to
.. 3 . printing and binding, including the cost of personnel de-
' 33?' S tax]ed ﬁrom the Gotemment Pnntmg Office, the Co:nnus
3  sion shaﬂl be deemed to be a committee of the Congress.
.35 (g) RE{)QRT.eSOt I_ater than May 1, 1999, the Commis-

36  sion shall subinﬁt 0 Congfess a répon contsining its findings
37, and recommendations. regarding ‘how to protect and preserve

i
June 9.1997 I )
» .
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the. medzcare pmgram in a financially solvent menner unell "

2030 or. if later throughout the penud of pmjected sohen(\

“of the F edera! Old-Age and Survivers Insurance Trust Fund).
- The repon s‘hall mclude detailed reconumendations: for .appro-
priate !emslanve initiatives reSpectmg ho“ o accomphsh :hxs A

!

‘objectiv e }

(hy TER\Q\-\TIO\ —The Conmusszon shaﬂ termmate 30

-days after r.he date of submlssxon of the report requ.xred in sub~

} 'sectxon {cr) ]

(i} Av THORLZATIO\ OF APPROPRL&TIO\\ -—-There are au-

(thonzed to be appropriated $1.500.000 to carrv out this sec-
tion. 60 percent of such appropriation shall be paxable from

the Federal Hospzta.l Insurance Trust Fund. and 40 percent of

.such appmpnanon shall be paveble from the Federal Supple-

mentary \Iedxcal Insurance Trust Fund under title XVIII of.

" the Social Secunr} Aer (42.U.S.C.. 13951, 13951).

_ CHAPTER 4—~PROVISIONS RELATING TO
' DIRECT GRADUATE MEDICAL EDUCATION

SEC. 4731 LD‘IITATION ON PAYME\'T BASED ON NUM-
BER OF RESIDENTS AND IMPLEMENTATION
OF ROLLING AVERAGE FTE COUNT. :

Section 1886(:1)(4) (42 U.S.C. 1390“1?(}1)(-1)) 15 amended B

by adding after subpa.ragraph ( E) the following:
f(F) LDMITATION ON NUMBER OF REaIDE\Tb FOR

C'ERTLLI.\ FISCAL YEARS.—Such rules shall prcmde that
~ - for purposes of & cost xjepdrting period beginning on or
after| October: 1, 1997, the total number of full-time
éciui_valent'residents before application of weighting fae-

tors glas determined under this paragraph) with respect -

to a Bospital_’s approved medical residency training pro-
gram may not exceed ‘the number of full-time equiva-
lent ?residents with respect to the hospital’s cost report-
ing pieriod ending on or before December 31, 1996. -

|
“fG} 'COUNTING INTERNS AND RESIDENTS FOR F‘i' ‘

1998 Té...\'D ST BSEQ[’E\"’I‘ YEARS, —

pf-ortmg penod begmmng on or after October 1

|
|
-

ocm-oum o © - 2826908168
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(i) FY 199s. —For the hospiuﬂ’ first cost re- '
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1
- To establisle a bnmnmau commission to study aud provide ree mtlm!.'ll(ld(wlh

on restoving tlu.‘ financial integrity of the medicare program wader title
XVTII of the Social Seeurity Act. :
, I ’ ,

IN V"I‘HE ISENATE- OF T Hh UNITLD S’PATES

e : F‘mntrmy 13,1997
Ml. Rortg (for Qimself and. Mr, MovyNtHaN) intcoduced thc Foilmuwr bill:
whieh was m.ui twiee, and :ef‘el recd to the bommxth « on Finance

{
C

A BILL

bnpartx san  conimission to smdy and provide

To cstabli«;h a
E recommendatlons on rmturuw the financial mtea'nty of
the medmare prog'mm undex txtlc \VIH of the Socml
Qe(-urltv Act ‘

1 Brv at enacted b y the Senule and I]ousc of Refpresenta-

2 "twes of the lUmted States of Amerwa n ( ang JT’GSS assembled,.
l

i

3 SECTION 1.s SHORT TITLE

4.. Thm Act mav be (~1ted as the “Natxonal Blpdrtnsan .
. | »
S ( ormmssxon on the Futurc of Medicare Act of 1997




1
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1 SEC 2. IESTABIJSH&IENT
2 Therv ls o\fabhshed a mmmxssmn to be known as the

3 ’Ne‘ltionlal' Blpartlsan (.z()nlnlls‘%lon on t,hc l"uture of Medi- -

4 care (rt[\ferred to in thls Act as the “ ommnsmn .

Lot

5_ SEC. 3, anmes.

6 - The Congress finds that— L ‘
7 | % (1) the medicare progmm undcr tn‘le XVIII of
8 the Soual Secnnty Act (4‘) US.C. 1395 et seq.)
e 9 .pzémdes essentxa} health care coverage to this Na-
o 10 «txop s senior ¢ tlzens and to mdmduals mth chsabxl- |
nooites -
12 | i (2) thé Federal 'E{iOSpita;l Insurance Tmst Fund
13 'dbhshed under that Act has been spending more
14 4 - thdn 1t veceives since 1995 and wﬂl be bankrupt in +
15 _-thei year 2001; R R
16 i 3) the Federal Hospital Insuranee Trust Fund
| 17 fA(::e.\vevevn. gtcater sqlvem.y problems in the Iong run
18+ Wﬁti} the aging of the baby bodm generation and't‘he’.
19 continuing decline}in the number of workers paying
20 inté} the medicaré program for each médic‘:ére&~béhe— .
21 | ﬁcmry, s . o
22 (4) thc trustees of the trust ﬁmdzs of the medl-
23 care program have rcported that frrowth in spendlno" '
‘24 | mthm the Federal Supplementarv ‘Medical Insur-‘
25  vancc Trust Fund estahhxhed under that A(‘t Is
26 | unsu\tamahlc and |

S5 341 1s
. i



http:report.cd

_ JUN-12-1937

Ir
120

13

14

15
16
17

18
19

20

21

23

24

|

6CFA~0L1GA o 2026908168
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(‘i) c*qx*(htmus actmn is needed m ordcr to re-

sture thc financial mtco'ntv ot tho medicare pmtrmm

. and to mam&uu this Natwn S cunumtment tx) scnmr

i
I

('1tw:n\ and to lmlmdualb mth chsabxhtw.\
SEC. 4. DUTJIES OF THE COMB‘IISSION

The Lommmxmn shall—— ‘

l .
(1) rewew,,amd analyze. the long-term financial

_,' .cdncjition of the medi;izzrge 'prograh\ und:_:r title XVIII
~of the!Social Sécurity Act (42 U S.C. 1395 et écq.);

| (2) ,ic'lcntify problems that threaten the financial *

|

Fundfand the I7ederal Supplcmentaly Medlcal In-

surance Tru:.t F‘uud cstdbhshed nnder that ntle (4‘? |

USC 13954, 13951:)

(3) analyze potentlal solutmns to the probiems

ldentxﬁed undcr paragraph (2) that wﬂl ensure both

the f.'inanmal mteo'rlty of the mcdlcarc proo'mm and

t

the provision of appropnate benefits under such pro-

gram;

ven(,y of the Fedeml Hospltal Insurance Trust Fund

mentluy Medl(kll Insurance Trust lﬁmd thmucrh the
year | 20‘30 when the last of the baby boomers

(4) make rewmmendamms m ‘restore the sol-

and the hna.nclal mtegmt;v of the Federal Supple-

_ t‘(‘dChQ‘; a.gc 65;

P.19
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(5) maikc ,ro«mmnéuilations for establishing the

appropx mtv financial xmu'um, of the mcdlmre pro-

;am as a whole:

|

! (6) makc rewmuumdatmns tor cstabhtho the
apptopl 1.1&* bcﬂ&llf‘t‘ of beneﬁts cnwred and bem“

|
fx’mm;v con-tmbuuons to the medicare pmgram;

g ‘)(7} mnke'reconn%yendatiﬂns for the time pertods

‘(.hi]lr'ing’ which ;lne recommendations | described  in

‘pe;i‘:.'f(iigraphs {4), {5), and (6) should bé implemented;

a{}i’d o ‘
1

OV m N A n AW N

oy
=]

| (8) review and analyze such othcr matters as
[ . . '
t 'c Commission deems appropriate.

( poia
[ 9]

13 SEC. 5} ' MEMBERSHIP.

14 (a) NUMBER AND APPU[NTMENT —The Comrmssxon

15 shall bc compused of 15 members, of whom—

16 : (1) three shall be dppomted by the Pmsulent
17 f (2)-su< shall be appainted by the Majority Lead-
18 . “ efr of the Senate, in consultation with the Minority
19 | ﬁczider of the Senafe,- of whom not more than 4
20 | shall be of the same political partv and
21 | (3) six shall be appointed by the Speaker of the
22 ‘House of Representanvcs, in consultatnen with the
23 Mmontv 1 ;eader of the House of Representatives, of
"‘24 A Jvhom not more than 4 shall be of the same pohmcal
25 : pdrty

|
|
i
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(hy  Compr R(H LER . GENERaL.—The ~Cowmptroller

General of the United States shall advise the Commission

on the metl]u;dologv to be used in identifving pmh‘lems and

'andlvznw putvutu ! ,umuom in accmdan(-v with ﬂw duties

nf the’ (onumssmu doscnbed in \eetmu 4.

(e) P&,R\[s OF Apmr\nu« NT. w—-The munhcx.s ‘shau;

P21

SCrvVe on t;he (omnussmn fm Lhe l1£0 cf‘ thc C‘uzmms\lon o

,(d) MEE’I‘!NGS——T lu‘ (()!llml\‘%lon \han lmdtt* ItSI

mdquarter:, in the I)l«.tnct of (,ulumbm and .shall meet .

at the call of the C halrpex SOU.

(c) QU()RI M. ~—ion munbers of Lhe buzrm‘ussnon xhall
I

cnnstntufc- a quomm but a lcsscr numbcr may hold huu- "

] |
ngs. E

S | ) |
() Cras RPERSON.

g

I

The Speaker of the Ilouse of -

Representatives, in umsultdtu’m with the Majority Lcader o

"

of the Sensllte Shall (Ieslcmatc 1 of the mvmbcm dppomtod :

under \ubsecmun (d) as Chair perxun 0\‘ the Cnmmxssmn

o
(g) VA( m\'CIhs —A mcanw on the (,umnns,mou shall .

be filled in Ythe same manner in wl'uc-.h the or'lgmai appomt—'7

%

ment was'fngule aot later than 30 days after the Commis-

sion is gwcn«nuuce of the vacaney.

‘(h) ()WPEZ\SATIO\ m—I\lembu\ of the (.,omnussum

‘xhall rec ezvc no addxtmndl pay, dllow&nvos or bencﬁtb bv \

rcason'of ﬁhe;r.scmee'on the Commission. S

I

es. 341 IS
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(i) I* xprENsEs—Each ‘member of the Commission
s‘hzﬂl' | receive travel expenses and per diem in lien of snb»
smteu( ¢ in dccor‘danw with seetxuus 5 10> and 5703 of mlo

5, U mtt*d Stdtos ( odo
l
SEC. ‘e. STAFF AND SUPPORT SERVICES

' (d.) L*m [TIVE l)mu'fma-—

é ) '(1) Ar I'OI\T\IL\‘ —The Chairperson shall ap-

" point an executive divector of the Commission.
z "

}

E*cecuhw Sched hale.

(b‘) S’l‘:\FI-‘-.——’—.\hth the approval of the l(‘-ommiésian

the ucccuuve duu,tor mav appoint such personnel as the

’ *xocut|:1ve dlI‘(‘(‘f()r LOIISIdE‘I‘\ dppropuatt
(c) APPL!CABILITE ()P Cnm SERVICE Imvs -—The

staft of the (*ommlssmm shdl be appointed without- rerrard

[
to the! pmvxxums of txtle 5 U mtcd States (,odv ovcrmn"
N 1

Qappmnt.meutq in the competxtwe service, and shall be paid

mthout rcgazd to the [)IOVISlOIl‘s of chaptcx 51 and sub-
olmptcr III of <-}mptcx' 53 of such title (rclating to élassi-

flcatxon and General Sehiedule payv rates).

(d) EXPERTS . AND (‘ows‘m;rm"
px oval of the C sommissiorn, the exeeutive du ector may pro-
care tlcmpouu'v and intermittent \i‘ﬂ"l(,‘.('fs undc‘r sectmu

H()()(b) of tltlv 5, Unm\(l ‘wtatc‘». (,ode

OS 34

e b
Land
73]

@) (‘(’)Ml'hN%A'FI()\I —The executive dircetor

ghall be pmd the rate of basic pay for level V of the |

dp' y

iy
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‘ ( ) SI‘AFF o FLDhRAL Auu\( ILS —Upon the re-

qucsr uf‘ thc Commission,. ﬂw hoad of any Fe (Ieml IO’CIIC‘V

may detall any of the pc!snnxwl of such agency to the

+
(,‘-ommnsmon to assist in varxjmng out the ¢uties of the

(,omnnssmn

( f) OTHER RESOU h( h’n ——-—-’1 he (,omnussmn shall have
1

l'caSona'ble |

access to matenals resourees, statistieal data,

- and other mformatzon from the Inbra:v of Congress and

: accn('w\ and ele( ted GCr<=se11tat1vcs of the executwc and

legslatwcf gbranches of the I* eceral (:ovcmment ",l‘he

P.2

W E .
Chalrpcrson of thc (ommmmon shall make requcth for

|
hn writing when necessary.

% "
{«'r) Pm'su::,u, FAC!IJITIES —The Admmzstrator of

the (;encml bervwes Admlmstratlon shall locate .smtable

—office smee for the oper annn of tho C ommission. The fa-

cilities shal serve as !;he llcaclx.marters of the Commission

and shall include all necessary equipment. and incidentals
E N } v - P . .

e el ] . e . ’ . .
- required for the proper functiouing of the Commission.

' SEC. 7. POWERS OF COMMISSION.

z' . . B
(a) HeARINGS.—The Comumission may eonduct pub-

lzv hcarmgs or fomms at the drscremou of the (.A')nlmle!O'ﬂ

ar any tmw and place the (‘ommlsxlon is- Able to securc

facilities (md \Vltﬂ(‘\\bb, for the purposc of carmnfr out

tho dllt’l(‘S of the C omrms\mn

|

]
L

-§311 1S |

|
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(b) Girrs.—The Commission may aceept, use, and

I

3

1

‘dls;xm» of t*lfts or donations of serviees or pxopert\‘

’ (ig) M-\II,.\ —The Commission may use the Umtod
‘statn mails in the same manner and under the same con-
| (.lltmqs as other Federal ageneies.

. !
'SEC. 8. REPORT. |
' Nnt later than 1 year after‘ihe« .daf.e of the enak::ﬁncjnt’

ot thlS Act the (‘anmnsmon shall_ submit a rep«xrt to the

\o"oouc\m.b.ww

chsxdcnt and (zun,rrcss ~which xhall contam a detmlcd ‘

. std’rement of thc Iccommemlaimns tmdmg\, and conclu-

l
i

stons ‘nf the Commission. -

ot b d
No= O

: SEC. 9 TERMINATION.

The Commission shall teriminate on the ddte which

e

is :30§days after the date the Commiission submits its re-

ot
N

L . . ) )
port w the Presxdent and to Congress under section 8.

. SEC. 10 FUNDING

um—y

'}l‘hcr« is authorized Lo bc dppmpnated to thc Com-

nnssmn such sums as are necessary to carw out thc pur-

[y I ot
O 00

1,
poscs| of this Aet. Sums appropriated under this section

()
<o

i .
shall be paid equally from the Federal Hospital Insurance
e g |

Trust Fund and from the Federal Supplementary Medical

NN
N e

Insméanee, Trust Fund under title XVIII of the Social Sc-
| ,
cunt\ Act (42 U.S.C. 13951, 1395L).

9]

ko
W
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In His State of the Union Addiress, President Clinton Put Forward His Framework To Save
Social Security Now, While Meeting America’s Challenges for the 21st Century. The
President and Vice President’s framework strengthens Social Security by:

° Transferring 62 'percent ‘of the projected budget.surpluses over the next 15 years -- more

than $2.7 trillion -- to the Social Security system.

®  Investing a portion of the transferred surpluses in the private sector to achieve higher
returns for Social Sec'uri'ty -- just as any state or local government, or private pension does
-- after working with Congress to devise a mechanism to ensure that the investments are
made independently and without political interference. We will support using a broad-
based neutral approach rlnanaged by the private sector with minimum administrative costs.

° Keeping Social Securityi solvent until 2055.

! ,
o Calling for a bipartisan gffort to make the hard-headed but sensible and achievable
choices needed to save Social Security until at least 2075. As part of this effort, President
Clinton and Vice Presid;ent Gore believe that we must:

Ne Reduce poverty élmc_)ng elderly women -- particularly widows, who have a poverty
rate nearly twice the overall poverty rate for older Americans.

0 Eliminate the corflfusing and out-dated earnings test so that we stop discouraging
work and earnings among older Americans.
i :
After Social Security Reform Is Secured - Consistent With the President’s “Save Social
Security First” Commitment -- the President Proposes To:

e  Strengthen Medicare f(:)r the 21st Century. The President’s framework will reserve 15
percent of the projected surpluses for Medicare, ensuring the Medicare Trust Fund is secure
for 20 years. The President believes that these new resources should be used to help achieve
broader, bipartisan reforfns -- which should include a prescription drug benefit.

L Create New Universal Savmgs Accounts -- USA Accounts. The President’s framework
will reserve 11 percent qf the projected surpluses to create new Universal Savings
Accounts (USAs) so all working Americans can build wealth to meet their retirement
needs. To help Amerlcans save and to strengthen our current pension system, the
government will prov1de an equal dollar contribution for most Americans. In addition, the
government will match a portion of each additional dollar an individual puts voluntarily

into his/her USA account -- with larger matches going to lower-mcome workers.

° Prepare America for the Challenges of the Future. The President’s framework will
reserve 11 percent of thc projected surpluses for military readiness and pressing national
domestic priorities, such as education and research.

I N



In His State of the Union Address, President Clinton Put Forward A Framework To
Strengthen Social Security N{)w Since its creation more than 60 years ago, Social Security
has been a bedrock of retlrement security for Americans. There are 76 million baby boomers
looking ahead to retirement. By 2030, there will be twice as many elderly as there are today,
putting pressure on the Social Security system. After 2032, if we do nothing, the Trust Fund will
be exhausted and Social Security will have only enough resources to cover 72 cents per dollar of
promised benefits. President Chnton and Vice President Gore believe we must act now to tackle
this tough, long-term challenge’ That is why they are proposmg to:

Use the Budget Surplus To Sa‘ve Social Security Now

, « l ' .
®  “Saving Social Security First.” Last year, in his State of the Union Address, President
' Clinton promised to savé the budget surplus until we knew how much would be needed to
save Social Security for, the 21st century. This year, in his State of the Union Address,
President Clinton relterated his pledge to save Social Security first -- committing to
reserve the budget surplus until Social Securlty reform 1s secured.

| l

. 62 Percent of the Proje'cted Budget Surpluses Will Be Used to Save Social Security.
President Clinton proposes to transfer 62 percent of the projected budget surpluses over
the next 15 years -- more than $2. ’7 trillion -- to Social Security.

Invest A Portion of the Surpluses To Achleve Higher Returns for Social Security

. Invest Portion of Surpluses To Achieve Higher Returns, Working With Congress to
Devise A Mechanism to Ensure Independent and Non-Political Investments. We
want to work with Members of Congress from both sides of the aisle to craft a bipartisan
Social Security plan which invests a portion of the surplus transferred to Social Security
to achieve higher return$, and includes a mechanism to ensure that investments are made
independently and without political interference. We will support using a broad-based
neutral ap;iroach managed by the private sector with minimum administrative costs.

0. To achieve highér returns for Social Security, less than one-quarter of the
“transferred surpluses will be invested in the stock market.

Save Social Security Until 2055 -- And Work Together To Save It Until At Least 2075

!
L President’s Frameworlc Keeps Social Security Solvent Through 2055. By transferring
- 62 percent of the projected surpluses for the next 15 years to Social Security and investing a
 portion of them in the market -- just like any private or state or local government pension
does -- we will ensure that Social Security is on sound footing for 55 years -- until 2055.

|
|
|
|
l
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o Must Work Together - -‘- Across Party Lines -- To Make Hard-Headed But Sensnble
and Achievable Choices To Save Social Security for 75 Years. President Clinton’s
goal is to save Social Sécunty for 75 years. To do so, he believes we must work together
in a bipartisan way to make the hard-headed, but sensible and achievable choices to save .

Social Security throuth at least 2075

Publiclv Held Debt Will Fall '}To Lowest As Share of GDP Since 1917

®  Turning Around Amerlca s Fiscal Position. Under Presidents Reagan and Bush, the
debt held by the public quadrupled rising from $785 billion in 1981 to $3.2 trillion in
1993. As a share of the' economy, the publicly held debt increased from 26 percent in
1981 to 50 percent in 1993. Since President Clinton took office, the publicly held debt
as a share of GDP has dropped to about 45 percent.

}

o Debt-to-GDP Ratio Will Fall to Lowest Level Since 1917. Under the President’s
framework, current projections suggest that the publicly held debt, as a share of GDP,
will fall from about 45 percent today to less than 10 percent in 2014 -- its lowest level
since 1917. | :

* Reduce Poverty Among Elderly Women -- Particularly Widows
| .

L Poverty Rates Among Elderly Women -- Particularly Widows -- Remain High. The
poverty rate for all elderly women was 13.1 percent in 1997. For widowed women, poverty
rates are especially higﬁ: the poverty rate is 18.0 percent for widowed women -- nearly four
times the poverty rate o;f married women (4.6 percent) and much higher than the poverty rate
of widowed men (11.4 percent). '

. \

o President’s Frameworjtk Would Lower Poverty Rates Among Elderly Women --
Especially Widows. Currently, widow benefits vary from 50 to 67 percent of benefits
for a married couple when both members were alive. The official poverty thresholds

* imply that a widow needs over 75 percent of a couple’s income to maintain her pre-
widowhood consumptlon This is a key reason why widow poverty is so much higher
than overall elderly poverty The President is committed to reducmg the loss of Social
Security income at widowhood.

i

Eliminate the Out-Dated -and Confusing Earnings Test
|

° President Clinton Believes We Should Eliminate The Earnings Test. President
Clinton believes that the earnings test has outlived its use. Today, it primarily serves to
confuse people, and to discourage them from working. We want to work with Members
of Congress to eliminate the earnings test as part of a comprehensive package to

strengthen Social Security for the 21st century.

3



|

{
Earnings Test Should Be Eliminated Because It Is Out-Dated And Confusing -- And
It Discourages Work and Earnings Among the Elderly. The Social Security earnings
test is a confusing relic of a past era. It discourages the elderly from working. It is
administratively complrcated administering the earnings test imposes significant
administrative burden on the Social Security Administration. Finally, eliminating the
earnings limit would have almost no effect on the long-run actuarial balance of the Social

Security system. i

After Social Security Reforml Is Secured -- Consistent With the President’s “Save Social
Security First” Commrtment'-— The President Proposes To Meet The Following Three
Challenges:

1
|
|
!
|

STRENGTHENING MEDICARE FOR THE 21st CENTURY

RESERVE 15 PERCENT OF THE PROJECTED SURPLUSES FOR MEDICARE,
EXTENDING THE LIFE OF THE MEDICARE. TRUST FUND UNTIL 2020.

|
We Must Prepare for the Health Care Challenges of the Next Century. In its 30-year

history, Medicare has contr1buted to longer lives and better lives for America’s elderly
and disabled. However Medicare -- like Social Security -- will be impacted by the tidal
wave of the “Senior Boom.” Its enrollment is expected to double by 2030. In addition,
Medicare -- as well as the private sector -- faces escalating health care costs. As a result,

1
the Medicare Trust F und is expected to run out in 2008, if no actions are taken.

Reserving Nearly One in Six Dollars of Surplus to Help Keep Medicare Safe Until
2020. The President’s Iframework would reserve 15 percent of the projected surpluses --
$650-$700 billion -- over the next 15 years for the Medicare Trust Fund. These funds

would be prohibited from being used for any other purpose, ensuring that the money will

~ go to help the health care needs of older and disabled Americans. Even in the absence of

broader reforms, the Presrdent s framework would guarantee that Medicare can continue
to provide its critical health services until 2020 -- doubling the life of the Medicare Trust
Fund and providing the strongest outlook in the last 25 years.

| -

New Funds Should B% Used To Help Achieve Broader, Bipartisan ’Reform. The

* President believes that the Medicare Commission and Congress should utilize these new

dedicated dollars as part of broader, bipartisan reforms. Such reforms, including the
development of a long overdue prescription drug benefit, are essential to provide efficient
health care to the elderly and people with disabilities in the 21st century




|
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|
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UNIV]liJRSAL SAVINGS ACCOUNTS (USAs)

i
RESERVE 11 PERCENT OF THE PROJECTED SURPLUSES TO CREATE NEW
UNIVERSAL SAVINGS ACCOUNTS (USAs) SO EVERY WORKING AMERICAN CAN.

BUILD WEALTH AND A NEST EGG TO MEET THEIR RETIREMENT NEEDS.
| ‘ .

L] USA Accounts Will H(:elp Americans Build Wealth for Their Retirement --

- Strengthening Personal Savings and Pensions. To help supplement Social Security,
the President proposes to create USA accounts to help strengthen two legs of retirement
security: personal savings and pensions. Under the President’s framework, we will
reserve 11 percent of thé projected surpluses over the next 15 years -- averaging about
$33 billion per year -- to create Universal Savings Accounts (USAs), so that every
workmg American can bulld wealth and a nest egg for retlrement

] We Want to Work Wlth Congress And Experts To Determine Precisely How USA
Accounts Will Be Struptured So That They Are Progressive And Help Working
Americans Save for Retirement. President Clinton believes the government should
provide most Americans with a flat contribution. In addition, the government will match
a portion of each dollar an individual puts into the account -- with larger percentage
matches going to lower{income workers. However, we want to work with Members of
Congress and pension and personal savings experts, to ensure that USA accounts build on
the current private- sectdr pension system, are progressive, and help working Americans
save for their futures.- Therefore the exact size of the contributions, match rates, and
income limits will be determined later.

b
i z

MILITARY READINESS AND
OTHER CRITICAL INVESTMENTS IN AMERICA’S FUTURE

RESERVE 11 PERCENT OF: THE PROJECTED SURPLUSES FOR MILITARY
READINESS AND PRESSING NATIONAL DOMESTIC PRIORITIES SUCH AS
EDUCATION AND RESEARCH

L] Ensuring That Amerlc? s Military Continues to be Ready for the Challenges of the .
‘ 21st Century. Early in January, President Clinton proposed a bold, new strategy to
ensure that America’s rriilitary continues to be fully prepared to protect our national
interests as the world’s most powerful fighting force. President Clinton believes this
approach will provide the resources to meet his proposed detailed blueprint for military
readiness.

. Ensuring We Meet Other Critical Investments In Amerieca’s Future. In addition to
military readiness, the settmg aside of 11 percent of the projected surpluses -- nearly $500
billion -- will allow Amenca to meet its other critical investment needs, such as education
and research. ! :
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